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ABSTRACT 
This project is aimed at studying venture capital development in Asia and establishing a 
framework of the whole investment process. During the research, efforts are focused 
on identifying special considerations when investing in companies run by the Chinese. 
The report starts with an 'Introduction' chapter which describes briefly the 
development of venture capital in Asia. Apart from explaining why the author is 
interested in doing this project, it also states clearly the objectives of the research. 
Chapter 2 outlines the methodology adopted. In this project, information are mainly 
collected from past research papers, periodicals, journals published by professional 
bodies and interviews with 5 venture capitalists. Interviews are described in details and 
an interview outline is provided. Some research limitations are also mentioned at the 
end of the chapter. 
In Chapter 3，very detailed description about different aspects of venture capital are 
provided including definition, functions, stages of investment and overview of an 
investment process. 
Venture capital has been popular in the West for many decades and a lot of literature 
and research have been done before. Some of previous findings are summarized in 
Chapter 4. 
In Chapter 5, recent development of venture capital in the US, Europe and Asia are 
presented. Individual characteristics are identified and readers can realize what 
differences in venture capital between different regions are. 
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A list of factors contributing to the growth of venture capital in Asia are provided in 
Chapter 6. Profile of companies interviewed and the details of arrangement are given in 
Chapter 7. 
Chapter 8 aims at establishing a framework of venture capital investment, with 
particular focus on investing in companies run by the Chinese. It is believed that most 
of the important features such as investment stage, financial instrument and equity size 
have been covered. Other considerations when investing in Asia are presented in the 
last section of this chapter. 
Finally, I give my conclusion of the project and suggestions for further research in 
Chapter 9. 
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CHAPTER 1 INTRODUCTION 
With rapid growth in Asian region, a lot of development opportunities have been 
arising, especially for those projects related to telecommunication and manufacturing. 
Such kinds of projects demand great financial support as well as management skills. 
Regional securities markets do provide some channels for companies to raise capital 
such as stock listing. However, small- to medium-sized or start-up companies usually 
find them difficult to go public and increasingly, they regard venture capital as a 
feasible way to raise capital although it is still in the initial stage of development in the 
region. On the other hand, venture capital provides not only financial support but also 
management skills to the venture enterprises. From the governments' viewpoints, they 
want to attract venture capitalists by offering them tax relief and other incentive 
schemes. Based on these understandings, the author of this report believes that venture 
capital will have great development potential in the region in coming years and 
therefore it is worth to carry out a more detailed study on this topic. 
With focus on venture capital in Asia，the objectives of this report are : 
• To study its development and current activities 
• To establish a framework of the whole investment process 
• To identify special considerations when investing in companies run by the Chinese 
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CHAPTER 2 METHODOLOGY 
2.1 Literature review 
Venture capital is an industry involving finance, entrepreneurship and international 
business. Before designing the scope of the research, it is necessary to carry out 
literature review in order to get some fundamental knowledge, recent research 
directions and worldwide development trend on this industry. As venture capital has 
been popular in the West for several decades，many reference books were written for 
entrepreneurs and finance people. On the other hand, a lot of research works have 
been done to investigate different aspects on this industry such as selection criteria and 
evaluation model. These reference books and literature provide good foundation for 
further research. 
Europe is the second largest venture capital market in the world in which the UK has 
about half of the total funds invested. The author was exchanged to London Business 
School during the second year of the MBA programme and got a chance to acquire 
some useful material about the development of this industry in Europe. 
It should be noted that those reference books and literature mentioned above were 
written based on western situation and viewpoints. If people carry out research on this 
industry in Asia, they must collect local information and use Asian perspectives to 
analyze relevant issues. In this aspect, some constraints are existed because, compared 
to the West, venture capital is relatively new in Asia and very little research works 
were done in the past. Consequently, scope of literature review about this industry in 
1 For example, Chris Bovaird, "Introduction to venture capital finance", 1990; Garry Sharp, "The 
insider's guide to raising venture capital", 1991; Bygrave Timmons, "Venture capital at the 
crossroads, 1992. 
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Asia is limited to several journals/periodicals and special reports2 published by the 
Asian Venture Capital Journal. 
2 2 In-depth interviews with top executives of 5 venture capital firms 
2 2.1 Interview generation and description 
Venture capital is a rather private industry in Asia and companies usually keep low-
profiled. Because of this, it is particularly difficult to ask for interviewing with venture 
capitalists. During the research, totally 5 venture capital firms were successfully 
interviewed. Some interviews were arranged through cold calls. Some were arranged 
through other channels and methods. For example, one interviewed venture capitalist is 
an alumni of the MBA Programme and another one had given a talk to the MBA class 
before. 
All interviewed companies are independent venture capital firms3. They are either 
headquartered or operating as a regional office in Hong Kong. All of them have 
businesses in China and/or other Asian countries such as Taiwan, Singapore and 
Malaysia. These venture capital firms are suitable to the research because they have 
not only operated in the region for many years but also accumulated rich experiences 
to deal with Chinese entrepreneurs. Their comments and experiences can provide great 
insights to the author to develop a framework of venture capital investment in Asia and 
identify special considerations when investing in companies run by the Chinese. 
When inviting venture capitalists for interviews, a detailed proposal was submitted to 
them for reference, which clearly stated the project's objectives, methodology and 
2 "Asian venture capital boom" & "The 1995/96 Guide to Venture Capital in Asia", Asian Venture 
Capital Journal. 
3 Company profile and interview arrangement are shown in Chapter 7. 
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scope of research, In additional, it also stated that all information collected were used 
in the MBA project only and company name would not be disclosed. Before attending 
interviews, the author would obtain some background information about the firms. 
During the interviews, venture capitalists were encouraged to express their opinions 
and quote some real examples if possible. Moreover, a guideline was used to control 
the flow of each interview. 
2.2.2 Interview guideline 
I. Company background information 
• Company's investment objectives 
• Sources of capital 
• Size of fund managed 
• Range of amount of investment 
• Expected annual rate 
• Number of investment professionals 
• Overseas offices 
n. Investment portfolio 
• Geographical / Industrial preferences 
• Special reasons for investing in some countries 
• Preferred period of investment 
• Preferred stage of investment 
4 Details of the interview guideline are shown in Section 2.2.2. 
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HI. Evaluation 
• Introduction of company's evaluation process 
• 3 most critical criteria when assessing a company and the reasons behind 
• Difference in selection criteria when evaluating a wholly new venture and an 
expanding business 
• Verification of projected cash flow 
• Analysis of financial statement 
IV. Valuation & financial structure 
• Commonly used valuation methods 
• Preferred financial instruments 
• Preferred equity size 
V. Post-investment involvement 
• Relationship between portfolio companies and venture capitalists 
• Problems usually faced after investment 
• Monitoring the company after investment 
• Involvement in the operation of the company 
• Expectation from portfolio companies on venture capitalist after investment 
• Valued-added services provided to portfolio companies 
VI. Exit strategies 
• Agreement on exit time & method before making the deal 
• Conflicts existed in this issue 
• Handling methods 
• Valuation method used when exit 
VII. Other considerations when investing in Asia 
6 
2.3 Elaboration & analvsis of findings 
Different firms have different investment inclinations and practical considerations. 
Therefore, in order to reflect the true picture of venture capital in Asia, efforts were 
targeted on grouping similar viewpoints, distinguishing different opinions and 
searching any reasons behind. During this process，findings from academic journals and 
periodicals are also included. 
Information collected were analyzed in such a way to obtain an overview of existing 
venture capital development, establish a framework of the whole investment process 
and identify considerations when dealing with Chinese entrepreneurs. Moreover, 
special features of venture capital in Asia such as investment stage, negotiation process 
and post-investment involvement & relationship are extensively elaborated. 
2.4 Research limitations 
Because of their agreements with clients and invested companies, venture capital firms 
usually maintain low-profiled and cannot release details of their deals. This explains 
why the sample size of interviewed firms is relatively smaller. As venture capitalists are 
usually very busy and the time they can spare is limited, better preparation before 
interview is necessary so that information can be obtained as much as possible. 
Moreover, venture capitalists are more willing to release qualitative information. As 
this report is aimed at establishing a framework for further research and therefore the 
lack of quantitative information does not affect its significance considerably. 
Due to geographical reasons, venture capitalists in Hong Kong have been investing in 
companies operated by the Chinese in the region. This can fit with one of the project's 
objective - identifying special considerations when dealing with companies run by the 
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Chinese. However, at the same time, this also makes the findings a little bit too focused 
on Chinese economic entities5 or other Asian countries6 where the Chinese are playing 
critical role in local economy. As a result, countries7 where the Chinese are not the 
dominant economic forces may be neglected in the research. 
5 China，Hong Kong and Taiwan. 
6 Singapore, Indonesia and Malaysia. 
7 IndLa, Japan and South Korea. 
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CHAPTER 3 WHAT IS VENTURE CAPITAL? 
For non-finance people, they may not hear about the words of 'Venture Capital: 
However, most of the top US computer companies today actually were financed and 
helped along by venture capitalists when they were still at start-up stage. For example, 
Intel, Microsoft, Apple Computer, Sun Microsystems and Netscape. 
3.1 Definition of venture capital 
Carleton (1986)8 defined venture capital investment as 'investment in new，small and 
risky companies (especially those based on commercial application of technological 
innovations)'. Joseph (1994)9 defined it as the early-stage financing of new and young 
companies through equity participation, together with the adding of value through the 
ongoing provision of expertise and advice to the management of those companies. 
These definitions emphasize early-stage financing but in practice, activities and 
definition of venture capital are slightly different from one region to another. More 
generally, venture capital is a means of financing the start-up, development, expansion, 
mezzanine, purchase or turnaround of a company which is not quoted on any stock 
exchange, whereby the venture capitalists acquires an agreed proportion of the share 
capital (equity) of the company in return for providing the requisite funding. Venture 
capitalists generally maintain these investment for an average of three to five years, 
while expecting an annual return of around 25% to 40% for the overall portfolio. They 
8 Carleton,W.T., "Issues and questions involving venture capital", Advances in the stu办 of 
entreixeiiettrship, innovatioxi and economic growth, vol 1，1986，p.59-70. 
9 Lim, Josq>h Y., "Review of the venture capital literature", Initial public offerings - A venture capital 
perspective, 1994，p.24-35. 
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usually liquidate the investments by selling the shares back to the management, selling 
the shares to a third party in a private transaction or liquidating the investment in the 
public share market, following an initial public offering. The venture capital industry is, 
thus, in the business of promoting growth and managing risk. 
3.2 Functions of venture capital 
Most new venture, either in start-up or expansion stage, will require some initial 
injection of capital to finance the fixed assets and working capital needed to pursue the 
opportunity. Debt and equity are possible methods of financing and they require 
different types of obligations on the business10. For those companies seeking venture 
capital, usually they are too young and small to qualify for a stock exchange listing or 
they lack the assets against which to secure their business. Therefore, a venture capital 
firm serves as an intermediary between investors looking for high returns and 
entrepreneurs in need of capital to realize the opportunity. Venture capital can provide 
the money needed to start-up or expand a company - money not readily available from 
other sources. Besides money, venture capitalists can provide a company with other 
services. Since venture capitalists usually have had experiences with other companies 
facing similar situations, they can add value by helping develop a company's plans for 
growth or setting up a new factory or joint venture in a foreign country. Moreover, 
companies welcome venture capital investment because it can help them to better 
prepare for stock listing through window-dressing the financial performance and 
introducing merchant bankers. It can also help them to pass through complex 
10 Steve Pesenti, "Finance for entrepreneurial companies: financing Instruments"’ London Business 
School, April 1994. 
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procedures and regulations involved in IPO. The comparative advantages of venture 
capital over other forms of finance are summarized as follows: 
• It provides a solid capital base to meet a company's fixture growth and development 
plans. 
• Unless the investment package includes preference shares or debts which pay a 
fixed dividend, there is no repayment during the term of investment and no interest 
costs. Consequently, no detrimental impact is put on cash flow. 
• The venture capital investor is a true business partner, sharing in a company's risks 
and rewards, with practical advice and expertise to assist the success of the 
company 
• There will be no charge on a company's business assets and no personal guarantees 
• There are a wide range of sources, type and styles of venture capital to meet many 
different needs. 
• Equity investments make a company more creditworthy by increasing assets 
without increasing debts, which brings all sorts of good things, from better terms 
from vendors to easier loans. 
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3.3 Different stages of venture capital investment11 
• Seed • capital provided to allow a business concept to be developed, perhaps 
involving production of prototypes and additional research, before bringing a 
product to market and commencing larger scale manufacturing. 
• Start-up - capital provided to companies for use in product development and initial 
marketing. Companies may be in the process of being set up or may have been in 
business for a short time, but not have sold their product commercially. 
• Other early stage - capital provided to companies that have completed the product 
development stage and require further funds to initiate commercial manufacturing 
and sales. They may not yet be generating profits. 
• Expansion - capital provided for the growth and expansion of an established 
company. Funds may be used to finance increased production capacity, product 
development, provide additional working capital and/or for marketing. 
• Mezzanine - capital provided to companies that are already producing and selling a 
product or service, in order to help them achieve critical objectives (such as 
increasing inventories to accomplish greater sales) so that the companies can go 
public. 
• Turnaround _ capital provided to a company out of trouble. Some turnarounds 
involve companies whose management buys out the controlling shareholders and 
tries to turn around the company and make it profitable. 
11 Clinton Richardson, "The Venture magazine : complete guide to venture capital", 1987. 
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3.4 General overview of an investment process12,13 
Management Skills Sources of Capital 
-Corporate Finance Analyst - Pension Funds 
-Chartered Accountants - Insurance Companies 
• Lawyers - Private Individuals 
-Investment Specialists - Corporations 
^ u 
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Fig. 1 The venture capital concept 
12 Ennis J. Walton, "Purchasing a business: The search process, Harvard Business School, January 
1989. 
13 "A guide to venture capital"，British Venture Capital Association - 1996. 
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• First contact/evaluating the business plan - Case by case, entrepreneurs approach 
venture capital firms through personal contact，merchant banks or other channels. 
The business plan submitted should cover the company's brief history, 
product/service information, market & competitors，marketing plan, production & 
operations, management team background, financial projections, amount/form/use 
of finance, risk, return and exit14. The venture capitalists will then review the plan. 
參 Initial inquiries - the venture capitalists will conduct initial inquiries, value the 
business and consider the financing structure. In the meantime, both parties will 
meet to discuss the plan, build up relationships and negotiate outline terms. If 
required, the entrepreneur will be requested to provide additional information. 
• Due diligence - the venture capitalists will conduct background checks of the 
management team, independent verifications of statements made in the business 
plan and studies of the company's product and market. It includes extensive 
questioning of management and other company personnel. Venture capitalists may 
also talk with company suppliers, customers, competitors and others who know the 
company and its industry. 
• Final negotiation and completion - the entrepreneur should disclose all relevant 
business information to venture capitalists at this stage. They will then negotiate 
financial structure of the investment, whether it will take the form of equity, debt or 
some combination. Finally, they will draw up Offer Letter & completion 
documentation and document constitution and voting rights. 
• Monitoring & Advise - after investment, venture capitalists will communicate 
regularly with the entrepreneur. They will monitor and involve in major decisions of 
14 Micheal Hay, "How to write a business plan", London Business School, January 1988. 
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the company. They may have a seat on the portfolio company's Board of Directors 
and provide constructive input to the company. 
• Exit - venture capitalists exit from their investments by selling the shares back to the 
original owners, selling the stake to a third party or selling the shares through a 
public offering of shares on a stock exchange. 
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CHAPTER 4 PREVIOUS RESEARCH ON VENTURE CAPITAL 
Venture capital is a rather popular research topic in the West. Throughout the years, a 
number of academic papers were written for investigating different aspects of this 
industry. Some of their findings are shown as follows. 
Tyebjee (1984)15 carried out telephone surveys on 46 venture capitalists in the US and 
used a structured questionnaire to ask how they evaluated venture. Moreover, he 
contacted 156 venture capital firms by mailing to study their investment decision 
criterion. He described the activities of venture capitalists as an orderly process 
involving 5 sequential steps : deal origination, deal screening, deal evaluation, deal 
structuring and post-investment activities. 
Gregory (1989)16 carried out a study to evaluate risk/return profile of this industry 
based on the historical performances of a sample of 35 'Mature (over 6 years)' private 
funds and 20 'younger (3 to 6 years)' funds in the US. The results showed that average 
annual return was 17.5% and the associated standard deviations of return was 37.6%. 
Based a default risk basis, the mature venture capital sub-sample was found to be only 
slightly riskier than S&P 500 stocks over the 1978-1987 holding period. 
Through semistructured interviews and verbal protocol analysis of venture capitalists' 
evaluations of actual venture proposals, John (1993)17 identified their selection criteria 
at different stages of evaluation. 
5 Tydyjee, T. and Bruno, A., "A model of venture capitalist investment activity"，Management 
Science, September 1984b, p,1051-1066. 
16 Grergoiy F. Chianqx>u and Joel J. Kallett, "Risk/return profile of venture capital"，Journal of 
Business Venturing, January 1989, pl-10. 
17 John Hall, Charles W.Hofer, "Venture Capitalists'decision criteria in new venture evaluation", 
Journal of Business Venturing, 1993，p325-42. 
16 
Norton (1993)18 collected 98 survey results from venture capitalists with a view to 
determining if they attempted to reduce unsystematic risk by investing in a diversified 
set of firms/industries. His findings showed that venture capitalists were less diversified 
across different firms/industries and they tended to specialize in certain financing stages 
rather than stagger their investments over different financing stages. They would 
control portfolio risk through their efforts to specialize, to build reputation and to 
become important members of information and deal flow networks. 
In another article written by Norton (1993)19，he tried to examine whether traditional 
corporate finance theories such as asymmetric information, signaling and static trade-
off theory could creditably explain venture capital process. His findings showed that 
double information asymmetry might exist in the venture capital market. He argued 
that, contrary to the assumption of many information asymmetry models, a costly due 
diligence process could reduce the asymmetries and grant venture capitalists an 
information advantage over the entrepreneurial team. With regard to using debt as a 
signal, it appeared to be limited by the intangible assets of most entrepreneurial 
projects and the fact that debt reduces the cash flow that can be reinvested in the firm. 
The static trade-off hypothesis states that, in making capital structure decisions, firms 
should balance the future benefits of the debt interest tax deduction with potential 
future bankruptcy costs. Norton found that, in venture capital industry, debt financing 
might not be a feasible and good choice because of higher perceived risk and lack of 
tangible assets. Moreover, venture capital backed firms could not take advantages of 
the tax deductibility of interest if they could not generate taxable income which was 
18 Norton, E. and B.H. Tenenbaum, "Specialization versus diversification as a venture capital 
investment strategy*, Journal of Business Venturing, September 1993, p.431-442. 
19 Edgar Norton, "Venture capital finance: review and synthesis, Advances in Quantitative Analysis 
of Finance and Accounting, Volume 2，Part B, 1993. 
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very common in those high-tech start-up companies in the West. Given the low or zero 
taxable incomes of many venture capital backed investments, leasing might be an 
attractive way to finance asset acquisition as the entrepreneurial firm can pass along 
certain tax advantages to the lessor. 
Christopher (1994)20 reviewed recent research papers about venture capital such as 
deal structuring, evaluation modeling and post-investment activities. He suggested 
directions for future research. For example, value-added by venture capitalists, exit 
strategies and risk/return profile. 
Through interviewing with 18 venture capitalists in the US, Vance (1994)21 developed 
a six-stage model of the venture capital investment decision-making process which 
included origination, venture capital firm-specific screen, generic screen, first-phase 
evaluation, second-phase evaluation and closing. Moreover, he also identified some 
generic criteria that venture capitalists use such as workable business idea, substantial 
competitive advantage, management quality, exit opportunity and return rate. 
Joseph (1994)22 carried out a review of the venture capital literature. He provided a 
brief introduction on the types of venture capital funds in the US, stages financed and 
activities involved. In additional, he did some elaboration on venture capital theory. 
Although relatively little works have been done to study venture capital in Asia, they 
could still provide some insights to further research. For example, Asian Venture 
Capital Journal summarized the development of this industry during 1980's in a special 
report23. Thomas (1991)24 described the investment situation in different Asian 
20 Christopher B. Bany, "New directions in research on venture capital finance", Financial 
Management, Vol. 23，No. 3，Autumn 1994，p.3-15. 
21 Vance H. Fried and Robert D. Hisrich, "Toward a model of venture capital investment decision 
making ,^ Financial Management, Volume 23，No. 3，Autumn 1994，p.28-37 
22 Lim, Josq^i Y., "Review of the venture capital literature", Initial public offerings - A venture 
csqiital perfective, 1994，p.24-35. 
"Asian venture capital boom"，Asian Venture Capital Journal. 
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countries and raised several concerns to venture capitalists such as tax structure, 
restrictions on investment and exit channels. Wan Chui Wan and Kwan Shiu Keung 
(1994)25 derived a model of venture capital investment in China. 
24 Thomas R. Leinbach, "Asian venture capital: financing risk opportunities in the Pacific rim", 
Venture Capital: International Comparisons, 1991，p.248-261. 
25 Wan Chui Wan and Kwan Shiu Keung, "A study of investment activity of venture capital in PRC", 
MBA project, CUHK, 1994. 
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CHAPTER 5 WORLDWIDE VENTURE CAPITAL DEVELOPMENT 
26 27 28 
5.1 Venture capital in the US : Focus on high-tech investment，， 
In the US, venture capital financing has been popular for more than 30 years. 
Presently, there are more than 500 venture capital firms. In 1996，total new venture 
capital investments raised was US$10 billion. Funding raised in the past several years 
are shown in Figure 2. American venture capital usually refers to equity investments in 
young and rapidly growing high-tech companies. In 1995, 70% of American venture 
investments went to technology companies; two-thirds of those were in information 
technology, mostly computer hardware, software and networking equipment. 
Americans remain unusual in their willingness to accept risk. The higher the risk, the 
higher the possible return. For example, a computer company - Xylan, went public in 
1996，valuing the share owned by its venture backer at nearly US$400 million. Two 
years earlier, the venture capital company had just put in US$4 million. 
Fta_2 US: New VC funds raised bv year 
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26 Keith Schilit, "The Globalization of venture capital", Business Horizons, January-February 1992. 
27 "Adventures with capital"’ The Economist, 25 Januaiy 1997，p. 15-16. 
28 "Venture capitalists: a really big adventure", The Economist, 25 Januaiy 1997，p. 19-21. 
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5.2 Venture capital in Europe : Focus on MBO & ownership change29，30，31 
In 1995, total new venture capital investments raised in Europe was US$9 billion. 
Funding raised in the past several years are shown in Figure 3. Presently, there are 
about 400 to 500 venture capital firms. More than half of these investments were used 
to finance changes in firms' ownership. Most of those deals were management buyout 
(MBO), in which the managers of a small company, or of a division of a bigger 
company, take control. These deals have contributed to Europe's industrial 
restructuring but could not create anything new. In fact, less than 6% of Europe's 
venture capital investment goes towards starting up new firms. In 1995, European 
venture capitalists just funneled 2% and 16% of their investment into biotechnology 
and information technology respectively，compared with 24% and 46% in the US. 
Financial institutions in Europe, such as pension fiinds and insurers, are less willing to 
take high risk. They prefer the relative safety of bonds and property. Consequently, 
about one-third of the new capital flowing into the venture capital industry comes from 
banks. Because most banks are content with safe investments that are good bet to 
repay their loans, they prefer venture capitalists to invest on safer and more mature 
companies. 
Fia.3 Birooe : New VC funds raised bvvear 
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29 nEurope rs tentative ventures"，The Economist, 25 Januaiy 1997, p. 20. 
30 "European venture capital"’ The Banker，July 1995, p.28. 
31 "A guide to venture capital", British Venture Capital Association • 1996 
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5.3 Venture capital in Asia : Focus on expansion3233，34，35 
Venture capital is still a fairly new term to people in Asia although the financing 
concept has a formal history here of more than 25 years. Presently, there are more than 
100 venture capital firms in Southeast Asia (another 200 in Japan). Total new venture 
capital investments raised in Asia during 1994 was US$5.3 billion. Funding raised in 
the past several years are shown in Figure 4. The substantial rise is attributable to the 
increased number of investment opportunities throughout the region. In terms of the 
amount of new funds raised, Hong Kong/China (US$3 billion in 1994) has become a 
leading venture capital center in Asia, followed by Singapore (US$0.63 billion), Japan 
(US$0.61 billion) and Korea (US$0.27 billion). Expansion is the dominant investment 
category and this kind of investment was accounted to 49% in 1994 while mezzanine 
33%. The industrial products sector attracted the largest share of funding from Asian 
venture capitalists in 1994. Industrial products accounted for 26% of the total amount 
invested by year end 1994. This was followed by the consumer-related sector (16%), 
electronics-related (10%) and computer-related (7%). 
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Funding raised in the past several years in Japan are shown in Figure 5. Actually, Japan 
is a market where foreign venture capitalists always find difficult to enter. The market 
is rather saturated with additional barriers such as differences in culture, language and 
business practice. Some obstacles are also existed there which affect the development 
of venture capital. For example, there is a mentality that slows down individual 
initiative and does not lead young entrepreneurs to develop their own business. Innate 
conservatism and the prestige of working for a large firm discourage entrepreneurship 
in Japan. Moreover, entrepreneurs have traditionally been absorbed by Japan's 
industrial giants. The rule has been that technicians with an innovative product 
normally seek funding from a large company in exchange for a fixed financial return. 
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CHAPTER 6 FACTORS CONTRIBUTING TO THE GROWTH OF 
VENTURE CAPITAL IN ASIA 
• As Asian economies have evolved, companies have become far more complex and 
capital intensive than before. This has created a need for investment which can be 
served by private sector firms willing to commit capital for longer periods of time. 
• In many Asian countries, access to bank financing and other means of credit is still 
relatively restricted, making venture capital sometimes the only practical vehicle 
available for smaller companies to finance their growth. 
• Many companies in the region are seeking to expand their business throughout Asia 
or the world and realize that having equity partners with a broad range of 
international contacts can benefit their company. 
• The creation of a number of venture capital firms in the region has made companies 
and financial intermediaries more aware of venture capital as a financing option. 
• Increasingly, members of the second or third generation who have inherited control 
of family companies were educated in the West and are comfortable with foreign 
institutional investors. 
• Stock markets in Asia have become more efficient and liquid in recent years, 
providing a viable exit strategy for venture capital investment. Moreover, many 
Asian companies are now able to list on Western stock exchanges. 
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CHAPTER 7 COMPANY PROFILE AND INTERVIEW ARRANGEMENT 
Company Profile 
Company A Cunqmny B Conqiany C Company D Company E 
Headquarters Smgaoore. Hong Kaag, Hong Kong Hong Kong. China Hong Kong and Hone Kone. Oiina 
& Offices China, Taiwan and other ,Taiwan andtiie US Singsqjore and Sing^x>re 
Asian countries 
Years of operation 8 years 5 years 12 years 8 years 6 years 
Sowces of coital CcnpOTatioos, private Private C(»ponitions, [nivate Coqraratiocis Cc«p(vatioiis and 
individuals, btmks, indivkfaials individuals and and private b^iks 
pension funds and and banks banks individuals 
insurance companies 
Fundmanag^ 400 25 250 160 400 
(US$ million) 
No^investmoit about 30 4 over 20 about 10 about 2S 
professionals 
Range of US$0.5 - 50 million US$1 - 5 USS3-15 miliioo US$3 -10 USS8-50 miliion 
investmait mjllion million 
Countries invested Greater China30, Oiina, Hong Greater Qiina Greater Oiina Greater Oiina,""“"*** 
/ Geognqihicai Southeast Asia and the Kong andSoudieast Southeast Asia 
preferences US Asia and the US 
bidustry Consumer related, No preferaice Cumumer related, No preference Cansuma-relaled, 
Preferences computer, electronics, industrial, industrial, 
industrial, biotechnology, communication, communication 
communication and financial services and financial services 
transportation transp<ntatian andtranspoitatioa 
Interview Arrangement 
Person Soiior Vice Presidoit Managing Managing Directs Associate Vice Ftesideait 
interviewed Director Director 
Date 2/8/96 3/2/97 18/2/97 18/7/96 19/3/97 20/2/97 27/2/97 
Interview time 45mins l h r “ lhr 15mins fhr 4Smins 45mins fhr 
36 China, Taiwan and Hong Kong. 
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CHAPTER 8 THE FRAMEWORK OF VENTURE CAPITAL INVESTMENT 
IN ASIA 
8.1 Investment objectives 
Venture capital means a willingness to take higher risk but the risk involved is a 
calculated risk. Through in-depth evaluation of a portfolio company, venture capitalists 
will agree with entrepreneurs on a mutually accepted price which reflects a reasonable 
return with a reasonable risk. Generally, venture capital firms in Asia seek for a net 
return of 20% to 30% per annum, primarily in the form of capital appreciation. In 
reality, it is very difficult to set an expected annual rate of return because 
characteristics and risk profile in each transaction are different. In each case, expected 
return rate represents the judgment of the extent of risk involved. 
Apart from private independent venture capital firms, there are corporate subsidiaries 
whose main objective is to enter into new markets through injecting venture capital 
into small companies. Moreover, some funds established by Japanese insurance 
companies are aimed at supporting Japanese firms which attempt to expand their 
operations into new markets in Southeast Asia. 
Most of fund sources are come from pension funds of international corporations. They 
invest in venture capital instead of putting their money in banks or stock markets 
because of higher return rates. There are over 1000 venture capital firms in the world 
and most of them are seeking capital from pension fUnd of large corporations. 
Therefore, competition is keen and great pressure is existed for achieving outstanding 
performance in this industry. One must perform better than others in order to survive. 
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8.2 Investment stage 
Asian venture capital firms prefer to invest in expanding companies which, although 
relatively young, already have well-developed products and well-defined markets. 
Technology used should be mature. Moreover, they should have achieved sustained 
profitability over a significant period of time, say, 2 to 3 years. Losing money in a 
particular year is still acceptable if sound reasons can be provided. Most important, 
they must have capable management teams in place and rapid growth potential in 
coming 2 to 3 years. 
On the other hand, Asian venture capitalists are very cautious in investing in start-up 
companies because it involves very high technological, management and marketing risk 
though investment size is relatively smaller. Very often, neither venture capitalists nor 
entrepreneurs can realize the market situation clearly. One interviewed venture capital 
firm expressed that less than 10% of their fund was invested in start-up and prototype-
stage business. Another consideration is that, when evaluating an expanding company, 
most of the significant information can be retrieved from previous financial reports and 
documents. As a result, the process involved is simpler and easier. In contrast, it is 
more time-consuming and difficult to evaluate a start-up company as there is no track 
record. Venture capitalists must examine in very detail about the products, technology 
and potential market of a start-up company. 
Moreover, start-up investment in Asia is basically different from that in the US. In the 
US, most of the start-up deals are related to high-tech industry which means 
breakthrough technology. To achieve an attractive overall return, most US venture 
capital firms just require a few significant gains in order to compensate for the high 
write-off rate when backing start-up companies to commercialize unproved 
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technologies. In Asia, there is no breakthrough technology and therefore high-tech 
venture capital opportunity is scarce. Even if the technology is successful, profit 
generated cannot be as enormous as in the US but risk involved is much higher than in 
investing in expansion or upgrading technology/facilities. 
Another preferred investment stage of Asian venture capitalists is mezzanine. In terms 
of business nature, investing in mezzanine is quite similar to expansion but the main 
difference is its relevance to timing of floatation. If we define investment stage by time, 
2 to 3 years before floatation is called mezzanine while 1 year prior to floatation is 
called pre-IPO. According to regulations of securities markets in Southeast Asia, 
companies are usually required to disclose about 3 years of track records before 
floatation. In order to achieve a higher P/E ratio, companies usually seek to grow very 
rapidly in this period and therefore are anxious to obtain capital for expansion or even 
for window-dressing. Asian venture capitalists are willing to inject capital in these 
companies and expect their growth rate to be at least 30% per year. They prefer to 
invest in mezzanine than in pre-IPO. In mezzanine stage, risk involved is higher 
because there is no guarantee that the company can go public. However, this also 
implies that venture capitalists can have more rooms to negotiate a lower price. In pre-
IPO case, basically the company can fulfill the listing requirements and therefore they 
are only willing to offer shares to venture capitalists at about 20% discount with 
respect to expected IPO price. That means the company has larger bargaining power. 
In general, Asian venture capitalists find it extremely difficult and much riskier to 
invest in turnaround companies. In additional, investment size is much larger. 
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8.3 Industry preference 
Two interviewed venture capital firms expressed that they did not have industry 
preference. They welcome any investment opportunity. Other three firms expressed 
that they preferred to invest in manufacturing and service companies because of little 
technological risk involved. They think that under rapid economic growth in Asia, 
these companies are capable of sustaining high levels of growth over many years. 
Environmental change has actually created additional investment opportunities for 
venture capitalists. For example, manufacturers in relatively more developed countries 
in Asia tend to shift production facilities to less developed countries within the region 
in order to preserve the advantages of low labor and land cost. The keys for them to 
keep growing and competitive are to get sufficient capital for expansion and to explore 
overseas market. This capital need has stimulated the development of venture capital in 
the region. 
Investment in infrastructure and heavy industry is scarce. It is because, from venture 
capitalists's viewpoints, investment period is too long and huge amount of money can 
only exchange for small portion of shares. Instead, same amount of money can get 
much larger portion of shares in smaller companies which implies a greater power of 
control. 
8.4 Selection criteria 
All interviewed venture capital firms expressed that the first selection criteria was the 
quality of management. Usually, they will check career records of entrepreneurs and 
seek opinions from their competitors and reference persons. They put great emphasis 
on management quality because many Asian companies are family-run and highly 
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centralized. Unlike western business which hire external executives, Asian companies 
highly rely on family members to run their business. Therefore, character, capability 
and reputation of family members play a critical role on the success of a company. 
Venture capitalists admit that it is quite difficult to assess the management thoroughly 
within 2-3 months during evaluation process. After investment, they may find that 
entrepreneurs can perform well normally but fail under pressure and sometimes their 
attitudes or perceptions are difficult to be changed. They think that major risk is on the 
entrepreneurs. 
Other selection criteria are different in order from one venture capitalist to another. In 
general, they regard the following criteria as second to management quality. 
• The company must have financial records reflecting its efficiency and profitability. 
• The entrepreneurs must have a clear and practical plan on how they will expand and 
develop their business. Venture capitalists will not tell them what and how to do but 
will judge their growth plan critically to see whether it is realistic. 
• The company should have a good market positioning. Venture capitalists will assess 
the competition of existing market and the company's competitiveness after 
expansion. They are very prudent in investing in some industries such as electronics 
where the company is very difficult to differentiate itself from competitors. Venture 
capitalists are not interested in those industries where competition is keen and profit 
margin is thin. 
• Growth potential of the industry should be good. Usually, venture capitalists expect 
that the company can maintain at least a 10% net profit margin annually in coming 
2-3 years. 
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8.5 Evaluation / negotiation process 
After the first in-depth meeting with a prospective portfolio company and preliminary 
checks on the business and the entrepreneurs, venture capitalists will determine 
whether to proceed to serious due diligence or decline the investment opportunity. If 
the decision is to proceed further, due diligence steps ultimately include interviews 
with key customers, vendors, middle management, competitors, consultants, auditors 
and key persons in the channels of distribution. 
Financial statements can give venture capitalists an idea about historical operations and 
performances of the companies. When assessing the statements, venture capitalists 
tend to look at profitability first. They are more concerned about gross margin because 
the larger the margin, the greater the market need and the lesser the competition. Small 
margin means that the company has to sell a lot of products in order to earn small 
profit. Usually, they are not quite concerned about leverage ratio. It is because after 
injecting capital, debt/equity ratio will drop automatically. Instead, they look at 
principal assets and liability structure to see whether long/short-term projects are 
financed by long/short-term debts. When analyzing projected cash flows，venture 
capitalists tend to contact existing and potential customers by sample which have made 
purchase agreements with the company. In this way, significance of sale forecasts can 
be verified. 
Venture capitalists are usually very skillful in negotiation and capable to establish good 
relationship with entrepreneurs. When dealing with companies run by Chinese families, 
they may carry out evaluation process along with negotiation process. It is because 
these companies are usually very private and confidential and asking about their secrets 
is a very difficult task. Throughout the process, both parties will negotiate on the 
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investment's terms and conditions. If the entrepreneurs regard them to be attractive, 
they are then more willing to disclose more information to the venture capitalists. 
During the evaluation / negotiation process, venture capitalists and entrepreneurs 
should have established consistent objectives on business direction and development 
speed. Some conflicts may exist. For example, entrepreneurs prefer long-term growth 
while venture capitalists prefer short-term profit (within 3 years). However, they 
should be narrowed down as much as possible through negotiation and 
communication. The aim is to achieve mutual-understanding. 
8.6 Valuation method 
P/E ratio method is widely used. With reference to a listed company in similar 
business, venture capitalists will negotiate with entrepreneurs to get a compromise 
ratio. The ratio is smaller than that of the listed company but reflects the prospective 
portfolio company's growth potential. Sustainable earnings will then be used to 
calculate the price. 
Some venture capitalists tend to use a combination of valuation methods. For example, 
they use Discounted Cash Flow method to find out present value of coming 3 to 5 
years' earnings, then use the P/E ratio method to calculate the price. However, most 
Chinese entrepreneurs are not familiar with the methodology of Discounted Cash 
Flow. Instead, they are more familiar and feel more comfortable with the P/E ratio 
method which is commonly used in stock market. Therefore，venture capitalists will 
base on the P/E ratio method to present the valuation to entrepreneurs but counter 
check it internally through Discounted Cash Flow method. 
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One advantage of the Discounted Cash Flow method is that it forces the entrepreneur 
to lay out a more complete story of the future of his company, including the phase of 
deceleration of revenue growth. Trying to lay out the future of revenue and earnings 
for a longer period of time can bring more reality to the process. Moreover, it can let 
venture capitalists have a more solid idea about the ultimate level of market 
penetration of the company and its market share relative to other actual and potential 
competitors. One of the biggest problems in the Discounted Cash Flow method is in 
estimating the residual value of the earnings stream at the end of the high growth 
period. Using this method, it is already difficult to accurately forecast liquidity values 
three to six years in advance. For periods even farther in the future, the result becomes 
suspicious. Moreover, the farther into the future, the more the working of the discount 
rate hides errors in estimating residual values. 
Net asset valuation method is not adopted by some interviewed venture capital firms as 
they think that it cannot reflect the company's growth potential. However, other firms 
use it as an internal counter-check tool. They expressed that when using this method, 
one must make sure that asset value is not overstated due to obsolete receivable and 
inventory. 
8.7 Financial instrument 
Most of the interviewed venture capital firms prefer to invest by equity instead of debt. 
They think that providing pure debt is bank's job. Sometimes, they may invest through 
convertible debts because uncertainty still exists. However, no matter what financial 
instruments they use such as common equity, preferred share or convertible debt, 
capital gain is what they really want to obtain. In additional, financing by equity can 
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bring extra benefits to the portfolio company. Its borrowing power can be raised due 
to reduced debt/equity ratio. However, one interviewed firm expressed that if a 
company could maintain a satisfactory level of dividend (15 to 20% annum), they 
could invest by debt because sustainable dividend yield usually meant that the company 
was staying in a healthy position. 
Although capital gain is what venture capitalists finally want to achieve, different 
financial instruments bring different effects to them. 
For example, common equity places both venture capitalist and entrepreneur on a level 
financial playing field. They share in proportion to their common equity ownership no 
matter whether gains or losses occur. If the venture capitalist takes majority control of 
a company, the entrepreneur may lose incentives to work hard. On the other hand, if 
the deal allows the entrepreneur to maintain majority ownership, the inventive for 
profits problem is corrected. However, the venture capitalist faces large monitoring 
costs to ensure that the entrepreneur does not take advantage from him. 
By taking preferred share, venture capitalist will have a preferred claim on a portfolio 
company's cash flow in case of success and a preferred claim on the company's assets 
in case of failure. To enable the venture capitalist to exercise greater control over the 
company, redeemable and puttable provisions may also be written into the financial 
agreement. In that sense，preferred share is a good instrument for venture capitalists to 
shift risk away from fimd investors and toward the entrepreneur. Moreover, preferred 
share usually includes conversion provisions which makes it similar to convertible debt. 
The result is that the venture capitalist can participate to a greater extent when the 
company succeeds. The use of this financial instrument allows both sides to agree on a 
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price despite different perceptions about potential returns, risks, management ability 
and management ethics. 
8.8 Equity size 
It is found that venture capitalists' viewpoints on equity size can be classified into two 
extremes. 
In one extreme, one interviewed firm expressed that they preferred to take a friendly 
(never hostile) minority shareholder state in a company and were quite flexible in 
providing capital by common equity, preferred share, convertible preferred share or 
convertible debt. They emphasized that in Asia, usually it took a long time to build up 
a new relationship. Therefore, it is recommended to start investment with a relatively 
smaller stake first. After relationship is built up, share portion can be increased 
progressively along with the company's expansion. Another interviewed firm expressed 
that equity size was dependent on two factors. Firstly, how large the entrepreneur 
wants to expand his business? Secondly, how much shares is the entrepreneur willing 
to give out? This firm is also flexible on the share portion to be held. For example, an 
entrepreneur needs US$5 million to expand his company but it only worth US$4 
million. If the capital is fully provided by venture capitalists, the entrepreneur will lose 
control of the company and he may disagree the deal. After negotiation, the investment 
may be reduced to US$3 million. The rest of capital can be raised through borrowing 
from banks as the debt/equity ratio is decreased after venture capitalists have invested. 
This type of venture capital firms seems to operate as a fund manager which concerns 
more about diversification rather than controlling portfolio companies. 
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In another extreme, some venture capital firms prefer to control a company. For 
example, one interviewed firm which had raised four funds in the past. For the first 
three funds, share portion held by the firm was around 25 to 45%. For the fourth one, 
it preferred to hold more than 50% of a portfolio company's shares. It is because the 
firm finds that, as a minority and passive shareholder, you can hardly influence 
corporate strategy of a company, especially on the timing of exit. Supposed that, after 
invested for three years, a venture capital firm wants to exit through floatation. 
However, the majority shareholder thinks that it is not the best time for the company to 
go public for long-term benefits. In this case, the venture capital firm cannot exit unless 
it can find external buyers or the majority shareholder buys back the shares. Therefore, 
finding possible ways to exit is very important and some venture capitalists think that 
one of the best ways is to hold over 50% of a company. 
8.9 Post-investment involvement & relationship 
On behalf of their own shareholders, venture capitalists will monitor the operation of 
portfolio companies. These involve examining regular financial reports, auditor 
statements and special reports on new projects and capital expenditure. Usually, they 
will not involve in daily operation of the company but will assign representative to take 
seat on Board and attend monthly meeting. During the meeting, both sides will 
participate in setting corporate policies. If necessary, entrepreneurs may request 
venture capitalists to provide some value-added services which are different from case 
to case. For example, obtaining bank loans, accessing new technologies and 
introduction to merchant banks for public listing. As entrepreneurs are usually strong 
in running their business such as production but are relatively weaker on financial 
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management, venture capitalists can provide recommendations such as how to raise 
capital more cheaply and utilize capital more efficiently. However, some interviewed 
firms expressed that sometimes it was difficult to persuade entrepreneurs to accept 
professional financial concepts. Moreover, they find it difficult to change structure of 
the portfolio company and entrepreneurs' management styles. If the company is not 
successfully run, venture capitalists will be highly involved. For example, one 
interviewed firm had sent executives, who had hand-on factory operating experience, 
to a portfolio company to act as Managing Director and mn a factory for one year. 
One interviewed firm quoted a real case in which a portfolio company with operations 
in Hong Kong and China needed to acquire additional manufacturing capacity. Neither 
of its existing locations was appropriate because of high construction/operating costs 
in Hong Kong and relatively higher political risk in China. The company needed the 
venture capital firm to help it establish a factory in other countries that it is not familiar 
with. The venture capitalists have extensive experiences and networks in Southeast 
Asia and also very familiar with requirements of setting up an operation in the region. 
Consequently, Malaysia was chosen as the location for the new facility and the venture 
capitalists helped the company to obtain various government licenses, select factory 
location and recruit local management and workers. 
8.10 Exit strategies 
A prerequisite for every investment is that a clear exit strategy should be in place from 
inception. The strategy should provide reasonable assurance of achieving liquidity 
within a certain period. Typically, exit agreement about exit time and arrangement is 
written down on the contract. However, the agreement is not legally enforceable, it 
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just represents a mutual understanding from both sides. Future changes can make exit 
not feasible. For example, some assumptions listed in the agreement may not be able to 
realize in the future. 
Floatation is one of the most common exit method. When a portfolio company's shares 
become listed, venture capitalists usually look to sell their entire position within the 
succeeding 18 to 24 months. It is because compames usually can grow very rapidly in a 
certain period (1 to 2 years) before and after IPO. After that, their growth rates tend to 
become flat or even decline because of increased competition and market changes. 
Actually, when a venture capital firm decides whether to invest in a company, 
opportunity for floatation is one of their major concerns. They will consider whether 
the invested country has a well-developed stock market and how high a P/E ratio can 
usually be achieved. For example, in Taiwan, corporate tax rate is high but 
manufacturing compames can usually achieve a P/E ratio as high as 20 when listing. In 
Hong Kong, corporate tax rate is relatively lower but P/E ratio gained is usually less 
than 10. 
As mentioned above, some changes can disturb the exit arrangement. For example, an 
entrepreneur may change his mind or he may think that it is not a good time for the 
company to go public because of low P/E ratio achieved. In this case, negotiation for 
further arrangement is required such as selling the shares to a third party. The third 
party could be an international corporation in similar industry which tends to enter into 
new market through purchasing shares from small companies. Sometimes venture 
capitalists may prefer this exit method because procedures involved are simpler and 
buyers are willing to pay a higher price for strategic reasons. 
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8,11 Other considerations when investing in Asia 
Venture capital industry has just taken off in Asia and companies start to accept it as a 
feasible alternative to raise capital. Competition of this industry is not as keen as 
banking industry and the number of attractive venture capital investment opportunities 
in Southeast Asia is expanding. This is due to rapid development and relatively limited 
channels for small companies to raise capital in the region. However，in order to be 
successftil, one should develop a model different from the "early stage/high tech" 
approach most commonly pursued in the US. On one hand, investment opportunities 
in Asia are existed in expanding companies which wisely utilize regional human and 
natural resources, adopt mature technology rather than high-tech in production and 
have achieved a sustainable profitability. On the other hand, risk involved is not totally 
the same. In the West, venture capitalists mainly face with technological and 
management risk. In Asia, management, political and accounting risks are the major 
concerns. For example, due to different accounting standards, details appearing on the 
financial statements of a Chinese company may not reflect its financial position in the 
same way as in the US. Moreover, extent of financial disclosure is lower in Asia 
because the regulatory framework is less developed. 
Many Asian venture capital firms are run by foreigners. They find it especially difficult 
to enter into markets such as Japan, South Korea and India because of cultural 
difference and language barrier. They think that negotiation process in Asia is different 
from that in the West. Process tends to be longer and you should be more patient In 
addition, as many companies in Southeast Asia are run by the Chinese, venture capital 
firms with Chinese executives usually will find it more easy to communicate and work 
with the companies. Some venture capital firms even concentrate their investments in 
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Greater China and treat it as an integrated economic and cultural unit although people 
there have different living standard and consuming power. After accumulated several 
years' experience, they have developed their own strategies to deal with Chinese 
entrepreneurs. 
When dealing with a Chinese family-run company, success of the investment greatly 
depends on the willingness of the family to accept changes. For example, modifying 
management style and strengthening the corporate organization by recruiting non-
family members with adequate skills and experiences. As part of tradition, Chinese 
family-run companies tend to offer a senior position to a family member even if he is 
not qualified to do the job. This tradition may not affect the company's operation 
considerably in the early stage. However, recruiting external professionals is essential 
when the company gets larger and becomes more sophisticated. Unluckily, not many 
Chinese entrepreneurs are willing to do so and this is part of the reasons why their 
companies cannot expand rapidly. 
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CHAPTER 9 CONCLUSION 
It is intended to achieve three objectives in this project. They are (1) studying current 
development and activities of venture capital in Asia, (2) establishing a framework of 
the whole investment process and (3) identifying special considerations when investing 
in companies run by the Chinese. 
Rapid growth in economy has stimulated a lot of new venture opportunities in Asia. As 
small- to medium-sized companies find them difficult to obtain capital through stock 
market or banks, venture capital becomes an increasingly popular fund raising tool in 
the region. This project has not only updated recent activities of the industry in Asia 
but also identified critical factors contributing to its growth in the region. Through 
comparing development trend of the industry in the US, Europe and Asia, 
characteristics and special features in different areas are highlighted. 
The scope of the project is designed in such a way to cover different aspects of venture 
capital in Asia, from investment objectives to exit strategies. The aim is to draw a real 
picture of the overall investment process and establish a framework for further 
research. Through literature review and in-depth interviews with top executives of 5 
venture capital firms, every important part of the investment process has been covered. 
During the research, efforts were put to supplement the findings with financial 
theories，figure out the differences in venture capitalists' practice between the East and 
the West and search any reasons behind. 
In Hong Kong, most venture capitalists have been investing in companies run by the 
Chinese in the region. Consequently, they have accumulated rich experiences in dealing 
with Chinese entrepreneurs. This environmental factor makes the final objective of this 
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project to be achieved without much difficulties. The findings show that venture 
capitalists need to take special considerations when dealing with Chinese family-run 
companies. For example, emphasize on management quality, be patient to negotiate 
with them, adapt to their culture and improve their organizational structure. 
With regard to further research, it is suggested investigating the business relationship 
among venture capitalists and entrepreneurs who operate in Greater China37 and/or 
other Asian countries38 where the Chinese dominate the local economy. Because they 
have the same language, similar culture and business practice, their co-operation can 
bring out synergy effects and create additional business opportunities. 
Presently, Asian venture capitalists tend to invest in expanding companies which utilize 
regional human & natural resources and adopt mature technology in production. 
However, heavily relying on low labor cost and rich natural resources may not be able 
to maintain a country's competitiveness in the long run. Especially for those developed 
countries, developing advanced or high-value added technology is a way to secure 
their success in the future. Every year, Taiwan, Singapore and South Korea totally 
spend over billion US dollars in developing advanced technology. The governments 
also welcome foreign investors to participate in this area through offering them tax 
privilege scheme. Therefore, it is believed that in the future, more venture capital funds 
will be shifted to support technology development in the region and it is worth to carry 
out a research on this area. 
37 China, Hong Kong and Taiwan. 
38 Singapore, Indonesia and Malaysia. 
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APPENDIX II.: ECONOMIC DATA OF ASIAN COUNTRIES39 
Hong Kong 
1990 1991 1992 1993 1994 1995 
Real GDP growth 3.4 5.1 ~6.3 5.8 "“ 5.5 4.6 
Inflation 9.8 11.6 ~ 9 A ~ 8.5 8.1 8.7 
Exdiange rate (HKD /US$) 7,80 7.78 7,74 7,73 7,74 7.76 
China 
1990 1991 1992 1993 1994 1995 
Real GDP growth 3.9 8.0 一 13.6 13.4 ~ 11.8 9.0 
Inflation 3.1 3.4 6.4 " l A 7 ~ 24.1 17.1 
Exchange rate (RMBAJS$) | 5.7 5,9 6,6 8.5 8.6 8.4 
Taiwan 
1990 1991 1992 1993 1994 1995 
Real GDP growth " 1 a 7.6 6.8 6.3 6.5 6.0 
Inflation 3.6 4.5 T 9 4.1 3.7 
Exchange rate (NTD/US$) 25.7 25,4 26.6 26,2 26.5 
Singapore 
1990 1991 1992 1993 1994 1995 
Real GDP growth T s 6.7 6.0 10.1 — 10.1 8.8 
Inflation 3.5 3.4 2.3 ~22 3.1 1.7 
Exchange rate (SDR/US$) 1.74 | 1.73 | 1.63 1.62 1.53 [1.42 
Indonesia 
" ~ 1990 1991 1992 1993 1994 1995 
Real GDP growth 7.1 7.0 6.5 6.5 7.3 8.1 
"M^ticm ~ 8 9.5 6.9 9.7 8.5 9.4 
Exchange rate qDR/US$) 1901 1992 2065 | 2111 2198 2249 
Malaysia 
1990 1991 1992 1993 1994 1995 
"R^l GDP growth 9.8 8.8 ~ 7.8 8.3 9.2 9.5 
"hiaticm T l 4.4 4.7 T . 6 3.7 _ 3.4 
" l^ iange rate (MYR/US$)丨 2.70 2.72 2,61 丨 2.69 2.56 2.50 
39 Country Report, Economist Intelligence Unit. 
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Philippines 
1990 1991 1992 1993 1994 _1995 
Real GDP growth 3.0 -0.6 0.3 2.1 4.3 4.9 
Inflation 14.2 18.8 8.9 7.6 9.1 8.1 
Exchange rate (PHP/US$)丨 28.0 丨 26 7 丨 24.5 丨 28.0 | 25,0 | 25.7 
Thailand 
1990 1991 1992 1993 1994 1995 
"r^TgDP growth 11.6 8.4 1.9 8.2 8.4 8.5 
Inflation 6.6 — 5.7 4.1 3.4 — 5.1 5.8 
"Exdbange rate (THB/US$) 25.3 25.3 25,6 25.5 25.1 24,9 
Japan 
I 1990 1991 1992 1993 1994 1995 
I^lGDV growth 4.8 — 4.3 1.1 -0.2 0.5 0.9 
3.1 — 3.3 1.6 1.3 0.7 -0.1 
^ ^ i i g e rate (YEN/US$) 144.8 134.7 126.7 111.2 102.2 94 一 
South Korea 
1990 1991 1992 1993 1994 1995 • 
Real GDP growth 9.1 5 1 T . 8 — 
" ^ ^ i o a 8.6 9.3 6.2 4.8 5.6 4.5 
"E^Aange rate (WonAJSS) 760.8 760.8 788.4 808.1 788.7 771.3 
India 
1990 1991 1992 1993 1994 1995 
"Re^ GDP growth 1.4 5.6 一 1.3 3.5 3.8 6.2 
Inflation 7.4 10.3 一 13.6 10.2 8.4 To.3 
Exchange rate (RupeesAJSS) 16.7 17.9 24.5 29.0 | 31.4 33.5 
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